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A Look at the Lugar Tobacco Buyout Proposal Contained
in the Tobacco Bill >

Last evening on the Senate floor, the proposal by the chairman of the Senate
Agriculture Committee, Senator Lugar, to aid tobacco farmers was added as a further
modification to the 'Commerce-2" modification of the tobacco bill. The Lugar proposal
would end the current tobacco program and provide transition payments to tobacco growers.
The plan also includes rural economic assistance for communities hit hardest by the loss of
tobacco income. The Ford-Hollings 'Leaf' provisions, however, remain in S. 1415. [For
details. on this provision, see RPC's Legislative Notice No. 67, pp. 27-29.] The cost of the
Ford-Hollings proposal is $28.5 billion over 25 years. The estimated cost of the Lugar buyout
program is $18 billion over five years.

Yesterday, Senator McConnell announced that he would support Senator Lugar's
buyout proposal for tobacco quota owners and others who grow tobacco. Under the Lugar-
McConnell plan, tobacco quota owners would receive $8 per pound, and tenant farmers and
those who lease quota would receive $4 per pound. This would be paid in equal installments
over the next three years.

This proposal would end the quota program in 1999. It would phase out the support
for the Federal price support program for tobacco during the 1999, 2000, and 2001 crop years.
To prevent excessive forfeitures of tobacco going under loan, the price support rate would be
reduced by 25 percent in 1999, by 10 percent in 2000, and by 10 percent in 2001.

Under the revised Lugar-McConnell bill, all tobacco farmers will be able to grow
tobacco in the free market if they choose. The amounts devoted to both transition payments
and community assistance have been increased substantially from the original bill. This
legislation also makes it clear that tobacco growers will not be the targets of smoking-related
lawsuits, and makes certain that the Food and Drug Administration will regulate tobacco, not
tobacco farms.

The rural economic assistance included in the Lugar bill could be used for a variety of
purposes, as determined by the affected states. The money could be invested in education,
retraining, and in providing assistance to tobacco warehouse owners and operators, among
other purposes.

Staff Contact: Judy Myers, 224-2946
A summary of the Lugar tobacco buyout proposal, and a comparison of the Lugar and Ford tobacco

proposals prepared by the Senate Agriculture Committee, are attached.
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SUMMARY OF LUGAR TOBACCO BUYOUT PROPOSAL

This proposal would phase out the federal government's support for the production and
marketing of tobacco, with fair compensation for quota owners, growers, and affected
communities.

Elimination of the Quota Program for the 1999 Crop. The quota program would end in
1999 and the price support program would be phased out over a three-year period, starting
in 1999.

Buyout Payments: Quota owners would be eligible for buyout compensation at the rate
of $8.00 per average quantity of quota owned by the owner during the 1995-1997 crop
years. This would be paid out in three equal installments during 1999-2001.

Transition Payments: Those who lease quota and tenant farm tobacco will be
compensated $4.00 per average quantity of quota produced during the 1995-1997 crop
years. This would be paid out in three equal installments during 1999-2001.

* Phaseout of Price Support Program During the 1999, 2000 and 2001 Crop Years:
- Price support rate will be reduced by 25% in 1999, 10% in 2000, and 10% in 2001.
- Tobacco companies will pay for all financial losses incurred by the federal

government with respect to price support loan activity during and after the phase-
out period until all the tobacco that is collateral for price support loans is sold.

- Producers will not be liable for 'no net cost assessments" during the phaseout
period; assessments will be paid by the tobacco manufacturers.

* Rural Economic Assistance Block Grants
- $1 billion over 5 years will be available to states that are dependent on tobacco.

This will be used for on-farm diversification, off-farm activities such as education
and retraining and assistance to tobacco warehouse owners or operators.

- States will be eligible based on the number of tobacco-dependent counties, taking
into account a county's gross tobacco sales and its total farm income.

- Recipient states will have the flexibility to determine the areas most in need and the
purposes for which the money should be used.

* Reimbursement for Certain Federal Costs: The tobacco companies will reimburse the
federal government for certain costs related to the production of tobacco, such as
agricultural extension, weighing, grading and inspection and crop insurance subsidies.
Also, the tobacco companies will pick up the cost of administering the price support
program during the 1999-2001 phaseout period.

* Cost: The estimated cost of this buyout program is $18 billion over five years.
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Comparison of Lugar and Ford Tobacco Proposals

Issue Lugar Amendment Ford's Title X of McCain's S. 1415

Federal support for Ends quota program as of 1999 Continues current quota program
tobacco production crop. for burley tobacco, and creates a
(quota program). new government-run permit

program for flue-cured tobacco that
would work the same as the quota
program except that permits would
be distributed only to producers.

Federal support for Phases out price support program Continues the price support
tobacco production during 1999-2001 crop years. program.
(price support
program).

Buyout of Quota. Buyout of quota for a total of $8 Voluntary buyout payments for
per pound of quota owned, paid burley tobacco, and mandatory
in three equal payments during buyout payments for flue-cured
1999-2001. tobacco, paid at rate of $8 per

pound for over 10 years. "Loss of
Quota" payments paid at varying
rates for quota owners and flue-
cured permit holders.
Above payments to be paid in lump
sum if quota and price support
programs are terminated, or if the
national quota declines by 50%.

Payments to Transition payments for a total of "Loss of Quota" payments paid at

producers who $4.00/lb. multiplied by average varying rates for burley and flue-
lease quota or are production over '95-'97 in three cured quota lessees and tenants,
tenants. equal payments from 1999-2001. and flue-cured permit holders.

Above payments to be paid in lump
sum if quota and price support
programs are terminated, or if the
national quota declines by 50%.
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Economic Total of $1 billion in state block *Community Economic
assistance to grants over 5 years to be Development grants: approximately
tobacco-dependent distributed to tobacco-dependant $10.5 billion.
counties and counties for purposes largely at *Workers Transition Grants: $625
persons. discretion of states. million.

*Higher Education Grants:
approximately $1.44 billion

Cost. $18 billion $28.5 billion


